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Background photo: Flow testing Chipman gas discovery 


Tempest Energy Corp. is an oil and gas exploration, 
~ development and production enterprise operating primarily 


in ‘Alberta. Tempest’s seven oil and gas discoveries in 2001 
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Production 
Crude oil and NGLs (bbls/d) 


Natural gas (mcf/d) 
Oil equivalent (6:1) (boe/d) 


Product prices 
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Natural gas ($/mcef) 
Oil equivalent ($/boe) 
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president’s message 


For Tempest Energy Corp. 2001 was a year of exceptional 
growth and achievement. Our exploration team established 
two new beachheads at Chipman and Red Earth in Alberta, 
and discovered seven oil and gas pools. 


At the same time, we began construction of 
facilities that will give us control over our 
production and operating costs in both areas. 
These results, which we achieved in our first full 
year of operations are reflected in the theme of 


this year’s annual report — a year of discovery. 


In addition to strong results on the operations 
side, Tempest met the challenge of declining 
commodity prices through financial discipline and 
efficient use of capital. In 2001, Tempest's capital 
expenditures amounted to $14.8 million, which 
was allocated to acquiring lands in our two core 
Operating areas, driling exploration and development 
wells and investing in infrastructure. During the 


year, we achieved the following key results: 


@ Generated revenues of $3.1 million, with our 
Chipman property contributing the majority of 
the sales volumes. The Company had cash 
flow during the year of $1.6 million or $0.22 
per weighted Class A share, and income 
of $435,839 or $0.06 per weighted 
Class A share (before tax). 


@ Grew production from virtually zero at the 
beginning of 2001 to an average annual rate 
of 329 barrels of oil equivalent per day 
through exploration and development of 
internally-generated prospects. Tempest exited 
the year with 778 barrels of oil equivalent per 
day, weighted 85 percent to oil. 


e@ Established two exploration and development 
core areas in Alberta, including Chipman, in 
central Alberta, where we discovered two oil 
pools and a natural gas pool and drilled and 
completed three triple lateral horizontal wells. 


Our second exploration front was at Red Earth, 
in northern Alberta, where we drilled five 
natural gas discoveries, including three prior to 
year-end and two in early 2002. 


e Invested $3.7 million in infrastructure, 
including starting construction on an oil battery 
at Chipman and a natural gas processing plant 
and 45 kilometre sales pipeline at Red Earth. 
Tempest as operator has an 80 percent and 


50 percent working interest respectively. 


e@ Increased our gross undeveloped land position 
to 70 sections or 44,701 acres from 2,720 
gross acres at the start of 2001. 


@ Achieved established reserves at January 1, 


2002 of 1.6 million barrels of oil equivalent, 


S) 


onsisting of 930,900 barrels of crude oil and 
4.2 billion cubic feet of natural gas. A full 85 


percent of these reserves are proven. 


@ lempest's finding and development cost for 
established reserves was $9 per barrel of oil 


f£ 


equivalent and $10 per barrel of oil equivalent 
on a proven basis, Approximately 14 percent of 
this cost was incurred due to our investment in 
undeveloped land in our two operating areas, 


+ 


while a further 25 percent reflected our 


investment in facilities and pipelines. These 


costs are normally associated with the front- 
end of a full-cycle exploration program and we 
anticipate that our finding and onstream costs 
will decline in 2002 as we continue to develop 


our 2001 oil and natural gas discoveries. 


@ Replaced 2001 crude oil and natural gas 
production by a factor of 13.3 times, 


Scott Dawson, President and C.E.0. 


REVENUE 
($000) 12,800 
3,100 
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Goals versus Results 

| am pleased to report that during 2001 Tempest 
met or exceeded each of the targets set out in 
our 2000 annual report. We surpassed our initial 
year-end production target of 300 barrels of oil 
equivalent per day by a substantial margin, exiting 
the year with 778 barrels of oil equivalent per 
day. During the year, we continued to respect the 
key aspects of our financial discipline strategy. 


CASH FLOW 
($) 8,000,000 


1,585,563 


2,085 

2000 2001 2002 
Forecast 

EARNINGS 

($) 3,500,000 


435,839 
(49,451) 
= 
2000 2001 2002 


Forecast 
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We kept operating costs to a respectable $5.68 
per barrel, which led to an average netback on 
our Chipman oil production of $15.22 per barrel. 
We kept debt below our corporate threshold of 


1.5 times forward cash flow, exiting the year with 
no debt. 


We achieved these forecasts despite the 
challenge of lower commodity prices that 
occurred midway through the year and a 
downturn in the economy. We believe the short 
or crude oil prices is 


£ 


and medium-term outlook 
strong, driven by brighter economic prospects in 
the United States — the world’s biggest energy 


consumer — continued discipline by the 
Organization of Petroleum Exporting Countries and 
tensions in the Middle East. 


At the same time, we believe the outlook for 
natural gas prices is very positive, based on a 
recovery in North American industrial demand, 
increased use of electricity generated by natural 


gas and declining supply from reduced drilling 
activity. We anticipate that the benchmark NYMEX 
price of natural gas will remain relatively firm at 
about US$3.50 per thousand cubic feet. 


Successful Business Model 
Tempest's success in 2001 is testament to the 
business model and strategies that we set in 
place when the Company was launched in 2000. 
Central to our business model is achieving growth 
mainly through full-cycle exploration and 


production in areas we are familiar with and that 
present multi-zone potential and medium risk. In 
2001, Tempest made considerable advances 
toward executing this business model. 


In our core area of Chipman, in central Alberta, 
we initiated a highly successful full-cycle 
exploration program. In late November 2000, 
Tempest farmed-in on 3.5 sections of 
undeveloped land. Two months later, in January 
2001, the Company drilled its first oil discovery, 
which was followed with a second oil discovery 


and a gas discovery after spring break-up. We 
completed three triple lateral horizontal wells into 
the two oil pools during 2001. The 2001 program 
positioned Tempest for an aggressive development 
agenda in 2002, in which the Company plans to 
drill a further seven horizontal wells. 


At Red Earth, in northern Alberta, our farm-in 
program and initial exploration tests met with 
similar success. To date, Tempest has drilled five 
natural gas discoveries and five successful 
development wells. 


Both the Chipman and Red Earth core areas are 
exciting projects for a company of Tempest's size. 
The Chipman area reflects our technical expertise, 
representing the first time that horizontal drilling 
has been used to produce a Glauconitic pool in 
this region. The horizontal technology allows for 
immediate high production volumes, rapid payout 
of well costs and enhanced reserves recovery. 
The Red Earth Bluesky play proved our ability to 
extend a prolific gas trend well beyond the area 
already mapped by industry competitors. 


The areas, and the opportunity base provided by 
our work to date, are a persuasive argument for 
the untapped potential of the mature Western 
Canadian Sedimentary Basin. We have only 
begun to define the inventory in both areas, but 
at this point believe it is sufficient to support 
strong production and reserves growth over the 
next two years. 


Additional activity and investment in 2001 
reflected another key component of our business 
model — control of infrastructure. During the year, 
Tempest started construction on a $2.5 million oil 
battery at Chipman in which the Company has an 
80 percent working interest. The battery, which 
commenced operations in February 2002, will 
enable us to reduce operating costs and maximize 


oil netbacks from the property. 


At Red Earth late in 2001, Tempest began 
construction of a natural gas processing plant 
which commenced production in April 2002 with 
a throughput of 10 million cubic feet per day (net 
5 million cubic feet per day). 


Successful Equity Financings 
Tempest was successful in raising $4 million via 
a flow-through offering in December in which 
Class A shares were issued at $3.75. These 
funds will be used to initiate new exploration 
opportunities. At the beginning of 2002, 
Tempest’s market capitalization was $35 million 
compared to $11 million at the beginning of 
2001. We are optimistic that investors are 
regaining confidence in the oil and gas sector 
and have begun to look at new opportunities 
among emerging and larger junior companies. 
We believe that generally the industry offers 
genuine value and has proven its ability to 
achieve positive earnings throughout the 
commodity price cycle. Ours is an industry where 
success is measured in terms of production 
growth and reserve additions — results that are 
validated by independent parties. 


In April 2002 Tempest closed a substantial equity 
offering of $13 million. The financing included 
3.3 million Class A shares at a price of $3.90 
per share. 


2002 Forecasts 

For 2002, Tempest has established a capital 
budget of $16 million, of which $10 million has 
been allocated to drilling and completions and 
$4 million to construction of facilities at Chipman 
and Red Earth. This budget, which may be 


increased during the year, will be financed 


through cash flow, our April 2002 equity financing 
and bank lines. We estimate an average annual 
production in 2002 of 1,700 barrels of oll 
equivalent per day comprised of 1,200 barrels of 


oil per day and the balance natural gas. Our 
target exit rate is 2,400 barrels of oil equivalent 
per day. We have set a cash flow target of $8.0 
million for 2002, or $0.78 per weighted basic 


Class A share. We have also forecast net earnings 


for the year of $3.5 million or $0.32 per 
weighted basic Class A share. 


Although the capital budget has been allocated 
entirely to an aggressive exploration and 
operating program, Tempest continues to 
evaluate strategic and accretive acquisition 
opportunities. 2001 was marked by an 
unprecedented period of industry consolidation, 
led by major United States oil and gas 
companies. Many of these companies are 
preparing to sell non-core properties and we 
anticipate a vibrant market for property assets in 
the months ahead. 


Acknowledgements 

In 2001, Tempest set out and achieved some 
challenging targets, including significant new 
exploration and development in two core areas 
combined with financial success. This effort 
reflects the capability and initiative of our 
dedicated and enthusiastic team. | wish to thank 
our team, as well as our Board of Directors and 
special advisor for their continuing support and 


counsel as we create growth in value for the 
Company's shareholders. 


Finally, | would like to thank Tempest's 
shareholders for their continued confidence in the 


Company during the past year. We look forward 
to an equally exciting year in 2002. 


On behalf of the Board of Directors, 
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A. Scott Dawson 
President and Chief Executive Officer 


April 22, 2002 
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Tempest’s goal is to use the Company’s technical expertise to build a number of core 
operating areas where sustainable reserves and production can be established within our 
corporate guidelines. 


Fort 
McMurray 
Grande 


Prairie RED EARTH 
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CHIPMAN 


Red Deer 
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Drilling rig at Red Earth property. 


Exploration and 

Operations Model 

Tempest’s exploration model reflects our desire to 
build significant production in a timely manner to 
provide confidence, growth and return to 
shareholders. Our approach is to prospect in our 
own backyards — that is, in areas where we have 
had extensive previous experience with a proven, 
profitable track record. This along with the 
technical strength and depth of our exploration 
team has enabled us to effectively short-cut the 
exploration cycle and rapidly capture numerous 
quality opportunities, We are highly selective and 
only pursue prospects that are repeatable and 
can have significant impact. 


By effectively employing this strategy in 2001, 
Tempest rapidly built quality inventory. 
Furthermore, extensive testing of the inventory 
with the drill bit exposed the Company to a large 
reserve base. Our success resulted in assembling 
new core areas at Chipman and Red Earth, and 
surpassing all of our year-end targets by the end 
of September. Tempest heads into 2002 with a 
proven business plan and a large inventory of 
exploration and development prospects. 


Red Earth 45 kilometre sales gas pipeline construction. 
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core area review 


CHIPMAN — CENTRAL ALBERTA 


e Multi-zone crude oil and natural gas region 

e Control of infrastructure 

e Strong cash flow generator 

e Year-round access 

e Extensive exploration and development inventory 


Tempest's Chipman oil battery. 


Exploration excellent quality sands at 850 metres depth, with 
Tempest's technical team recognized that up to 17 metres of gross pay. A 21 square 
Cretaceous prospects still exist in central Alberta, kilometre 3-D seismic survey was conducted as 
despite industry's past intense exploration for the basis for development planning. 
medium-risk shallow gas and oil. Based on our 

Also at Chipman, the Company made a 
experience, we saw the potential for pools 


Glauconitic gas discovery, This well was tied in at 


containing 1 to 5 million barrels of crude oi sy 
1 million cubic feet of gas per day. An 
reserves in Mannville channel sand reservoirs, 
unsuccessful exploration well was retained as a 


Starting with leads generated from well control, service (water disposal) well, and a second well 
ic was abandoned. 


and supported by a reprocessed 2-D seism 


line, Tempest’s team interpreted a Glauconitic 


Development 


channel oll play on a 3.5 section farm-in a oe 
Tempest's Chipman development is the first use 


Chipman, east of Edmonton. Tempest's first ; re 
of horizontal wellbores to produce a Glauconitic 


exploration well, drilled in January 2001, was an pa ie hee 
pool in this region. The Company's development 


oil discovery in section 22, and was followed 


program involves drilling triple lateral horizontal 


ter spring break-up by a second discovery in 


wells from each surface location. This approach 


4 


section 28. Tempest's working interest in both 


aximizes recoverable reserves. 


= 


sections is 80 percent. The discoveries found oil in 
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The second development well in the section 22 
pool commenced production at over 500 barrels 
of oil per day and had cumulative production 
during the first eight months of approximately 
80,000 barrels. Two other triple laterals, one in 
ach pool, were completed in 2001. This 


e 
efficient development scheme keeps operating 
costs below $3 per barrel, while enabling 
potential recovery of 200,000-300,000 barrels 


of oil per well. 


Tempest plans to drill seven triple lateral wells in 
2002, including two in section 22 and five in 


section 28. Production is expected to average 
1,200 barrels of oil equivalent per day net 
in 2002. 


In 2001, Tempest began construction of an oil 
battery at a cost of $2.5 million to conserve 

solution gas and maximize oil production. The 
Company operates and has an 80 percent 


working interest in the facility, With start-up in 


February 2002, the infrastructure investment is 


+, 


complete, enabling the Company to concentrate 


on adding reserves. 


Tempest controls 15,661 acres (25 sections) in 
central Alberta at an average working interest of 
89 percent, and will continue to explore the 
area's multi-zone potential. 


Glauconitic Oil Pool 

Triple Leg Horizontal Welt 

One of the Seven Proposed Horizontal Wells 
Tempest Oil Battery 


4 


~e Edmonton ‘@ 


Chipman Oil Production (bblis/d) 


Qi Q2 Q3 Q4 2002 
Forecast 


2001 Average 
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RED EARTH — NORTHERN ALBERTA 


e Proven natural gas and light oil region 
e Substantial Crown land availability 

e Exploration potential surrounding Tempest infrastructure 
e Operated gas plant offers strategic advantage 
e Significant exploration and development inventory 


Tempest's Red Earth natural gas plant. 


Red Earth Gas 

Tempest completed a wide area farm-in on 28 
sections at Red Earth after interpreting bypassed 
uphole Cretaceous gas potential in older deep 
wells drilled for Devonian Granite Wash oil, and 
studying analog pools to the north. The result is 


f£ 


an exciting new core area for the Company. 


n 200 
discoveries in the Bluesky Formation. These were 


f 


, lempest made three new pool 


ollowed in early 2002 by two more discoveries, 


£ 


or a total of five new pools in two winter drilling 


seasons, The Bluesky is a high permeability sand 


eservoir at 400 metres depth. Tempest's 
mapping indicates the Company is well positioned 
on the southern extension of the gas trend. 
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Prototypes to the north include the Goodfish ‘A, 
Red Earth ‘A and Ogston ‘A’ pools, which have 


produced to date 33, 20 and 7 
of gas respectively. 


To bring the gas to market, Tem 
will operate a gas plant and 45 
gas pipeline for a total investme 


($4 million net). The plant commenced 


production in April 2002 at app 
million cubic feet per day (5 mil 
day net Tempest). 


Tempest controls 31,760 acres 
sections, of land in the Red Eart 


billion cubic feet 


pest has built and 
kilometre sales 
nt of $8 million 


oximately 10 


ion cubic feet per 


, oF almost 50 
h area, 


Since Red Earth is predominately a winter drilling 
area, Tempest’s next exploratory activity will 
commence in December 2002, when a minimum 
of five wildcats are planned for the winter season. 
Success with this program would provide 
opportunity to significantly expand the play. 


Red Earth Light Oil 

Tempest holds deep rights on approximately 
9,600 acres (15 sections) at Red Earth that are 
prospective for Granite Wash light oil at 1,500 
metres depth. Area analogs include the Red Earth 
Granite Wash ‘C’ pool, that has recovered 5.2 
million barrels; ‘E’ pool with recovery of 6.5 
million barrels; and the ‘A’ pool that has produced 
over 33 million barrels. Several smaller pools to 


the north indicate that Tempest's acreage is 
surrounded by Granite Wash oil production. 


Our first well on the play, drilled in February 
2002, intersected six metres of Granite Wash 
sand. However, the sand had low permeability 
and the well was abandoned. Success in this 
prolific light oil play has the potential to add 
Significant value. 


OTHER PLAYS — WEST 
CENTRAL ALBERTA 


Tempest tested three prospects in the deeper 
Cretaceous section of west central Alberta in 
2001. Wildcats at Bashaw and Edson 
encountered gas in Cretaceous sands at 
1,100-1,600 metres depth. However, their low 


production rates do not justify the expenditures 
required to bring these wells onstream. A third 


exploration well at Sylvan Lake was unsuccessful. 


Proposed Granite Wash Well 
Red Earth Gas Plant 
Bluesky Gas Well 

Proposed Bluesky Well 


Edmionton @ 


Granite Wash Prospects 


Granite Wash Oil Pools 
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Undeveloped Land Base 
The majority of Tempest’s land rights were earned through farm-in during 2001. A total of 13,821 gross acres were purchased at Crown sales during the year. 


Undeveloped Land Holdings 


GrossAcres Nethoes 
Central Alberta 4 Tat 11,397 89% 
Northern Alberta 27,600 10,951 40% 
Other : 4,320 BG cok 


Total Mj 26,084 58% 


Drilling and Seismic 
Tempest achieved a success rate of nearly 50 percent on exploration wells drilled during the year, which discovered two oil and five gas pools. The success rate 
on development wells was 100 percent. 


2001 Drilling Statistics 


Exploration Development 
Gross Wells Gas __ Oil Sve SoS Dy. Gas Ol. See Dry Total 
Chipman 1 2 1 1 8 
Red Earth 3 = = 2 8 
Other 2 = ne 
Total gross 6 2 22 
Total net 43 1.6 0.8 ‘she! 15.9 


Success rate % 


Svc: Service 


Tempest's main seismic acquisition was a 21 square kilometre 3-D survey which was used to define exploration and development well locations at Chipman. 
Small amounts of 2-D seismic were purchased and reprocessed at Chipman, Red Earth and several opportunities in west central Alberta. 


Capital Expenditures 

Over one-half of Terpest's 2001 capital budget was allocated to exploration activities, appropriate for a start-up company. Early success led to significant 
investment in facilities at Chipman and Red Earth to bring initial production onstream and to ensure capacity for future development volumes. In 2002, capital 
expenditures will shift to emphasize the inventory of development drilling opportunities. 


Capital Expenditures by Area 


($ million) Chipman Red Earth Other Total Percent 
Exploration — drilling, seismic, land 2.2 2.6 3:5 8.4 57% 
Development drilling 23 0.4 S PAG 18% 
Facilities and well completions __ 2S) 1.0 0.4 3.7 25% 
Total 6.8 4.0 3.9 14.8 

46% 27% 26% 100% 
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Reserves* 
Reserves Summary (before royalties) 


Oil Natural Gas Combined 
December 31, 2001 __(mbbls) (mmcf) (mboe) 
Proved producing | 4379 2,795.0 903.7 
Proved non-producing =e 1,003.9 167.3 
Proved undeveloped 305.6 58.0 315.3 
Total proved 743.5 3,856.9 1,386.3 
Total probable 374.8 641.9 481.8 
Total proved and probable 1,118.3 4,498.7 = 1,868.1 
Established (proved plus one-half probable) 930.9 4177.9 1,627.2 
Reserve Reconciliation 
Oil (mbbls) Natural Gas (mmef) 
Proven Probable Total Proven Probable Total 
December 31, 2000 = a = 518.7 19.0 537.7 
Discoveries and extensions 843.3 314.8 1,218.1 3,460.5 622.9 4,083.4 
Acquisitions = = = a a a 
Dispositions = = = = ae = 
Production (99.8) = (99.8) (122.3) = (122.3) 
Revisions of prior estimates = = = = = = 
December 31, 2001 143.5 374.8 1,118.3 3,856.9 641.9 4,498.8 
Net Present Value Before Income Tax 
Discounted at: 
($000) 0% 10% 15% 20% 
Proved producing 10,943.5 8,582.0 7,143.6 7,053.3 
Proved non-producing 1,591.4 1,198.4 1,051.7 928.8 
Proved undeveloped 3,666.3... 2,638.5 — 2,304.8 2,043.7 
Total proved 16,201.1 12,418.9 11,100.1 10,025.8 
Total probable 6,824.8 4,139.9 3,446.7 2,954.8 
Total proved and probable 23,026.0 16,558.8 14,546.8 12,980.6 
Established (proved plus one-half probable) 19,613.6 14,488.9 12,823.5 11,503.2 


*Reserves were evaluated by McDaniels and Associates Consultants Ltd., Tempest’s independent engineers. 
All reserve and cost calculations are based on the conversion of 6,000 cubic feet of natural gas per one barrel of crude oil. 
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McDaniel and Associates Consultants Ltd. - Reference Price Forecasts 


2002 
2003 
2004 
2005 
2006 


Finding and Development Costs 


Finding costs “ ($) 

Development costs ($) 

Net capital costs ($) 

Proved 

Net reserve additions (mboe) ® 

Finding and development costs ($/boe) 
Established (proved plus one-half probable) 
Net reserve additions (mboe) ” 

Finding and development costs ($/boe) 
Proved plus probable 

Net reserve additions (mboe) ” 


Finding and development costs ($/boe) 


™ Refer to capital expenditures summary for details. 


Refer to reserve reconciliation table for details. 
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management's discussion and analysis 


The following discussion and analysis is a review of operations, current financial position and outlook for the Company and should be read in conjunction with the 
audited financial statements and related notes. 


Estimates provided for 2002 are based on assumptions of future events and actual results could vary significantly from these estimates. Comparisons to the prior 
year are not presented as there was only a minor amount of production in November and December 2000 from a small non-core acquired property. All numbers 
are calculated using the international convention of calculating barrel of oil equivalent (boe) numbers based upon the conversion of 6,000 cubic feet of natural 
gas per one barrel, 


Financial and Operating Summary 


2001 

Oil and natural gas revenue 

Royalties (net of ARTC) 

Production expenses 

Field netback 

Interest expense 

Interest income 

General and administrative 

G & A recoveries | 
G & A capitalized 
Cash flow from operations 

Depletion and depreciation 

Site restoration provision 

Earnings before income tax 

Future income tax expense 

Net earnings 


Tempest commenced drilling and active operations in 2001 and grew significantly throughout the year, posting 329 barrels of oil equivalent per day of average 
annual production, consisting of 273 barrels per day of crude oil and 335 thousand cubic feet per day of natural gas. From 25 barrels of oil equivalent per day in 
the first quarter, Tempest increased production to 600 barrels of oil equivalent per day in the fourth quarter, with December production averaging 778 barrels of 
oil equivalent per day. 


Tempest's significant growth was achieved through the drill bit and was focused on both oil and natural gas. The success of Tempest's initial exploration program 
at its 80 percent working interest property near Chipman, Alberta provided Tempest with its first production and development project. The Company has been 
developing the Chipman oil project with horizontal drilling technology with measurable success, In 2001, Chipman contributed average annual production of 322 
barrels of oil equivalent per day. 


The Chipman area continues to be an exploration frontier for Tempest, as well as providing a large horizontal development drilling and production base. In early 
2002, Tempest completed construction of a new oil battery at Chipman. During 2002 Tempest expects to drill between seven and eleven additional horizontal 
wells on its defined oil pools, which will add significantly to the Company's existing production base. In addition, Tempest plans to drill a number of exploration 
wells, identified by the Company's exploration team through its proprietary 3-D seismic program. 
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The Company's second significant exploration and production area is its Red Earth property where Tempest controls a 50 percent working interest and operates. 
Tempest is currently completing its 2001-2002 winter drilling program and is finalizing the construction of a 50 percent working interest gas processing plant and 
gathering system which is expected to begin producing natural gas in April 2002. 


With initial flow-through commitments from its Initial Public Offering, 2001 was a year with a high level of focus on exploration activities. However, based on 
Tempest's exploration successes, we plan to undertake substantial development-related activities in 2002 in addition to ongoing exploration efforts. Tempest has 
forecast average production of approximately 1,700 barrels of oil equivalent per day in 2002, weighted 68 percent to crude oil. 


Oil and Natural Gas Revenues 

Tempest’s revenues from the sale of crude oil and natural gas totalled $3,103,840 for the year ended December 31, 2001, with the majority of the revenue 
generated from the Company's Chipman property. All of Tempest's production is sold on the spot market and the Company received an average price in 2001 of 
$25.83 per barrel of oil equivalent. During the fourth quarter, falling commodity prices translated into an average corporate sales price of $21.33 per barrel of oil 
equivalent versus $27.54 per barrel of oil equivalent in the third quarter. 


Although Tempest does not control prices on the spot market, the Company anticipates strong volume growth to drive higher revenues in 2002. 
Production Volumes and Prices 


2001 
Crude oil (per bbl) 
Natural gas (per mcf) 


Equivalent barrels (per boe) @ 6:1 


Royalties 

Royalty expenses, net of Alberta Royalty Tax Credits, amounted to $722,723 or 23 percent of revenue. The Company recorded ARTC of $230,501, and 
produced net revenue of $2,381,117. Royalty rates for 2001 were higher than anticipated as the status of one of the Chipman oil pools was reclassified from 
third-tier oil to new oil. Tempest anticipates that the corporate royalty rate will remain in the 20-25 percent range. Tempest's core properties were developed 
through exploration and therefore will remain eligible for ARTC. 


Operating Expenses 

Operating costs were $681,869 or $5.68 per barrel of oil equivalent, while operating income was $1,699,248. This translates to a field netback of $14.14 per 
barrel of oil equivalent on the average sales price of $25.83 per barrel of oil equivalent. However, the Company anticipates operating costs to decline to $3.00 
per barrel of oil equivalent in 2002, based on a number of factors, including production increases, cost savings related to the new oil battery at Chipman and the 
Red Earth gas plant. 


General and Administrative Expenses 


General and administrative expenses for 2001 were $96,494 or $0.80 per barrel of oil equivalent, after overhead recoveries of $450,148 and capitalization 
of $391,400. 


Salaries and office rent comprised approximately 70 percent of the gross 2001 administrative expenses. Tempest employed seven people for the entire year 
ended December 31, 2001, none of whom earned in excess of $75,000 per year. The office space was leased in December 2000 and expires in April 2004. 


Management expects general and administrative expenses in 2002 to decrease significantly on a barrel of oil equivalent basis, before recoveries and capitalization, 
based on increased production volumes. Tempest does expect general and administrative expenses to increase on a gross basis by approximately 25 percent in 
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2002, reflecting higher salaries (none of which are in excess of $90,000) and increased office rent. Based on budgeted capital expenditures for 2002, overhead 
recoveries and capitalization are expected to be similar to 2001. Tempest continues to closely monitor and control these costs and expects to maintain net costs of 
less than $1.00 per barrel of oil equivalent. 


Interest Income and Expense 

Net interest expense in 2001 was $17,191. This amount included $161,670 of interest paid to Canada Customs and Revenue Agency relating to the Company's 

initial public offering flow-through funds, renounced effective December 31, 2000. Interest is based on eligible capital that remained unexpended at the end of each 
month, at the government's stated rate which was eight percent to June and seven percent for the balance of the year. Interest income was generated to help offset 
the expense by managing accounts payable and keeping excess cash in Bankers Acceptances. Tempest estimates that net interest costs in 2002, on a barrel of oil 
equivalent basis, will be similar to 2001, at approximately $0.15 per barrel of oil equivalent based on budgeted capital, volumes and prices. 


Depreciation, Depletion and Site Restoration 

Corporations calculate depreciation, depletion and site restoration based upon capital expenditures, production rates and reserve size. Tempest recorded 
$1,149,724 ($9.57 per barrel of oil equivalent) in depletion, depreciation and site restoration for the year ended December 31, 2001 on 120,151 barrels of oil 
equivalent of production. The depletion, depreciation and site restoration rate rose significantly on a barrel of oil equivalent basis in the fourth quarter as capital 
was invested in land and facilities. Tempest anticipates that depreciation, depletion and site restoration will stabilize in the range of $7.00 to $10.00 per barrel of 
oil equivalent, which is typical of oil and gas producers. 


Income and Other Taxes 

Tempest expended $14.8 million in capital in 2001, of which $6.5 million had no associated tax pools due to the initial public offering flow-through share tax 
pool renouncements. Capital expenditures in 2001 generated tax pools that were more than sufficient to offset cash tax liabilities. Based on budgeted 
expenditures of $16 million in 2002, Tempest expects that it will have sufficient tax pools to offset the related 2002 current tax liability. Of the budgeted $16 
million in capital, $4 million will have no associated tax pools due to the flow-through share offering which closed on December 19, 2001. Taxes payable beyond 
2002 will become a function of commodity prices, production volumes and capital expenditures, 


Corporations pay a 0.225 percent large corporations’ capital tax when their stated capital exceeds $10 milion. Tempest had a $3,073 liability in 2001 and expects that 
number to climb to approximately $50,000 in 2002 based on budgeted growth in capital. Tax beyond this point will continue be a function of rates and capital employed. 


Tax Pools 
($000) 


Cumulative Canadian Exploration Expense 
Cumulative Canadian Development Expense 
Undepreciated Capital Cost 

Share issue costs 

Cumulative Canadian Oil and Gas Property Expense 
Total 


Cash Flow and Earnings 

Tempest generated cash flow from operations for its first full year of $1,585,563 ($0.21 per share), of which $500,023 was generated in the fourth quarter of 
2001. This translated into first year earnings of $294,240 or $0.04 per share, after future income taxes of $141,599 and depletion, depreciation and site 
restoration charges of $1,149,724. 


Based on a WTI oil price of US$22 per barrel and natural gas price of Cdn$3.50 per thousand cubic feet and a projected average production of 1,700 barrels of oil 
equivalent per day, Tempest anticipates 2002 cash flow will be approximately $8 million. These projections translate into earnings before tax of approximately $3.5 million. 
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When a corporation follows the full cost method of accounting, as Tempest does, the cost of all wells, both successful and unsuccessful, are added to the capital 
base and depleted at the rate of production over the remaining oil and gas reserves. A ceiling test is then employed to ensure that the carrying value of capital 
assets in the financial statements does not exceed the undiscounted estimated future net revenue from proven reserves. For the year ended December 31, 2001 
Tempest required no write-down as the carrying value of capital assets did not exceed the undiscounted estimated future net revenue from proven reserves. 


Sensitivity Analysis 
The following table shows the impact to Tempest, both on a gross and per share basis, of changes in commodity prices and volumes. 


Approximate Impact in 2002 


Natural gas (6:1) 

Change of Cdn$0.10 /mef in average price 
Change of 1 mmcf/d production 

Oil and NGL - WTI 

Change of $1.00/bbl in average price 
Change of 100 bbls/d production 


Equity 
On April 10, 2002 Tempest completed a $13 million ($12.2 million net of issue costs) equity financing arrangement to issue 3,333,332 Class A shares at 
$3.90 per share. 


Tempest also successfully closed a $4 million flow-through share equity financing on December 19, 2001. In total the Company issued an additional 1,066,067 
Class A shares at $3.75 each. At December 31, 2001 there were 8,107,867 Class A shares outstanding, of which 3,907,867 comprised the public float. 


At year-end 2001, the Company renounced tax pools worth $4,000,001 in Cumulative Canadian Exploration Expense (CEE) to the holders of these new class A 
flow-through shares. Of the renounced CEE, $3,000,001 was direct CEE and $1,000,000 was Cumulative Canadian Development Expense deemed to be CEE. 
The Company has until December 31, 2002 to incur the appropriate expenditures. The Company will accrue interest to the government on funds that remain 
unexpended at the end of each month in 2002. 


In January 2001, the Company issued an additional 200,000 Class A shares to employees and consultants at $0.20 each. Additionally, in January 2001, 
Tempest granted 739,120 Class A stock options at $0.40 per share to employees and directors of the Company. A further 50,347 Class A stock options were 
issued during the year at prices ranging from $2.60-$2.90, bringing the total number of outstanding options to 789,467 of the 876, 134 available for issue. 


Capital Expenditures 


($000) 

Drilling and completions 
Equipment and facilities 
Land 

Geological and geophysical 


Total capital expenditures 


in 2001, Tempest’s capital expenditures amounted to $14,750,591. The Company drilled 22 (15.6 net) wells in 2001 and acquired interests in 83.4 
(50.2 net) sections of land. At Chipman, Tempest expended $6.8 million in total capital to drill eight (6.4 net) wells, including three (2.4 net) horizontals, 
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commenced construction of an oil battery and acquired an additional 5,960 net undeveloped acres. At Red Earth, Tempest spent $4 million to drill eight (four 
net) shallow wells, commenced construction on a gas processing plant, sales line and gathering system, and acquired interests in 10,951 net undeveloped acres. 


Tempest has established a capital expenditure budget of approximately $16.0 million for 2002, which is allocated as follows: 


© Completion of facilities, including the Chipman oil battery and the Red Earth gas plant; 

e Drilling seven horizontal oil wells at Chipman and five to seven gas wells and one Granite Wash exploration well at Red Earth: 
© Completion of the $4 million flow-through obligation; and 

© Other exploration and development activities. 


Of the total capital budget, $8 million will be funded through cash flow, $4 million will be funded through the December 19, 2001 flow-through share equity 
issue, and the balance will be funded through the April 2002 equity financing. Additional growth could be financed through available bank lines. The bank will 
provide development funds based on the Company's proven reserves from successful exploration and exploitation efforts, 


Risk and Liquidity 
Tempest mitigates exploration risk by employing a team of highly qualified and experienced professionals to pursue exploration and exploitation activities and to 

- allocate and control capital expenditures. Exploration projects are reviewed at a very early stage and monitored continuously for corporate fit, environmental issues, 
timing, costs and reward potential. The Company's management team identifies and addresses risks and excessive risks are mitigated before any project is approved. 


Operational risk is reduced by management and staff monitoring the continued development of a new or established reservoir on a go-forward basis, in the same 
careful and calculated manner that we address exploration risk. Reserves are produced based on the amount of capital employed, production practices and 
reservoir quality, Tempest evaluates reservoir development based on timing and amount of additional capital required and the expected change in production 
volumes. Finding and development costs are controlled when capital is employed effectively on an economic basis. 


The financial risks of commodity prices and interest rates are largely beyond Tempest's control. The Company's approach to managing these risks is to maintain a 
prudent level of debt and to employ conservative forecasting and budgeting projections. 


In order to facilitate the development of Tempest's reserves, the Company established with a Canadian chartered bank, a $3,500,000 revolving operating 
demand credit facility and a $5,000,000 non-revolving acquisition/development credit facility that bear interest at prime plus '/2 — 3/4 percent. Loans under 
these facilities are repayable on demand and are secured by a first fixed and floating charge debenture in the minimum face amount of $20,000,000. At 
December 31, 2001, no credit was drawn on these facilities. The facilities are currently being reviewed for an increase, 


Corporate assets are also protected through adequate corporate insurance as well as a proactive approach to all safety and environmental issues. 


Trading History 


Year ended December 31 
Trading volume (thousands) 
TSX Venture Exchange 
Daily average volume 

Share price 
High 
Low 
Weighted average 
Year-end share price 
Shares outstanding 
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reports 


Management’s Report to the Shareholders 


Management is responsible for the integrity and objectivity of the information contained in this annual report and for the consistency between 
the financial statements and other financial operating data contained elsewhere in the report. In the preparation of these statements, estimates 
are sometimes necessary to make a determination of future values for certain assets or liabilities. Management believes such estimates have 
been based on careful judgements and have been properly reflected. The financial statements have been prepared using policies and 
procedures established by management and reflect fairly Tempest’s financial position, results of operations and cash flow. 


Management has established and maintains a system of internal controls which are designed to ensure that financial information is reliable and 
accurate and provide assurance that assets are safeguarded from loss or unauthorized use. 


KPMG LLP, independent auditors appointed by the shareholders, have examined the consolidated financial statements and McDaniels and 
Associates Consultants Ltd. have reviewed corporate reserves. Their examination provides an independent view as to the amounts and 
disclosures in the financial statements. 


The Board of Directors has reviewed in detail the financial statements with management and the external auditors. The Board of Directors has 
approved the financial statements as presented in this annual report. 


A. Scott Dawson Douglas N, Penner 
President and Chief Executive Officer Vice President, Finance and Chief Financial Officer 


Auditors’ Report to the Shareholders 


We have audited the consolidated balance sheets of Tempest Energy Corp. as at December 31, 2001 and 2000 and the consolidated 
statements of operations and retained earnings (deficit) and cash flows for the year ended December 31, 2001 and the period from 
incorporation on June 15, 2000 to December 31, 2000. These financial statements are the responsibility of the Corporation’s management. 
Our responsibility is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we plan and perform 
an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit includes examining, on a 
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Corporation as at 
December 31, 2001 and 2000 and the results of its operations and its cash flows for the year ended December 31, 2001 and the period 
from incorporation on June 15, 2000 to December 31, 2000 in accordance with Canadian generally accepted accounting principles. 


ying 


Chartered Accountants 
Calgary, Canada 


March 15, 2002 


Consolidated Balance Sheets 


December 31, 2001 and 2000 


Assets 


Current assets: 
Cash and cash equivalents 
Accounts receivable 
Prepaid and deposits 


$ 7,107,390 
39,403 
57,578 


Capital assets (note 3) 


Liabilities and Shareholders’ Equity 


Current liabilities: 
Accounts payable and accrued liabilities 


Future income taxes (note 6) 
Future site restoration costs 
Shareholders’ equity: 


Share capital (note 5) 
Retained earnings (deficit) 


Commitments (note 7) 


See accompanying notes to consolidated financial statements. 


Approved on behalf of the Board: 


Se a aa 


A. Scott Dawson 
Director 


7,204,371 


104,291 


$ 7,308,662 


Dae o1,67 1 


2,582,484 


4,602,604 
(28,097) 
4,574,507 


i $ 7,308,662 


Harley L. Winger 
Director 
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Consolidated Statements of Operations and Retained Earnings (Deficit) 


Year ended December 31, 2001 and period from incorporation on June 15, 2000 to December 31, 2000 


Revenues: 
Petroleum and natural gas 


Royalties 


Expenses: 
Operating 
Interest 
General and administrative 
Depletion and depreciation 


Earnings (loss) before income tax 


Future income tax expense (reduction) (note 6) 


Earnings (loss) for the period 


Deficit, beginning of period 


Retained earnings (deficit), end of period 
Earnings per share: 


Basic 
Diluted 


See accompanying notes to consolidated financial statements. 
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$ 


2000 


34,130 
(11,239) 


22,891 


4,050 


16,756 
51,536 
72,342 
(49,451) 


(21,354) 


(28,097) 


(28,097) 


Consolidated Statements of Cash Flows 


Year ended December 31, 2001 and period from incorporation on June 15, 2000 to December 31, 2000 


Cash provided by (used in): 


Operations: 
Net earnings (loss) 
Items not involving cash: 
Depletion and depreciation 
Future income tax expense (recovery) 
Funds from operations 
Change in non-cash working capital 


2001 2000 


$ (28,097) 


51,536 
(21,354) 

2,085 

54,690 


Financing: 
Issue of Class A shares, net of issue costs 
Issue of Class B shares 


Investments: 
Capital assets 
Change in non-cash working capital 


(Decrease) increase in cash 
Cash, beginning of period 
Cash, end of period 
Funds from operations per share: 
Basic 
Diluted 


Cash is defined as cash and cash equivalents. 


See accompanying notes to consolidated financial statements. 


56,775 


671,682 
6,534,760 
7,206,442 


(155,827) 


(155,827) 
7,107,390 


$ 7,107,390 
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Notes to Consolidated Financial Statements 
Year ended December 31, 2001 and period from incorporation on June 15, 2000 to December 31, 2000 


1. Incorporation: 
Tempest Energy Corp. (the “Corporation”) was incorporated under the laws of the Province of Alberta on June 15, 2000 as Serious Energy 
Corp. On October 17, 2000, the Corporation filed Articles of Amendment changing its name to Tempest Energy Corp. and amending its capital 
structure to create the Class A and Class B shares, 


2. Significant accounting policies: 
(a) Consolidation 
The consolidated financial statements include the accounts of the Corporation and its subsidiaries, all of which are wholly owned. 


(b) Capital assets: 
The Corporation's activities for the year ended December 31, 2001 are related to acquisition of exploration for and development of 
petroleum and natural gas properties. The Corporation follows the full cost method of accounting for petroleum and natural gas operations. 


All costs of exploring for and developing petroleum and natural gas properties and related reserves are capitalized into a cost centre. Such costs 
include those related to lease acquisition, geological and geophysical activities, lease rentals on non-producing properties, drilling of productive 


and non-productive wells, tangible production equipment, and that portion of general and administrative expenses directly attributable to 
exploration and development activities. Proceeds received from the disposal of properties are normally deducted from the full cost poo! without 
recognition of a gain or loss. When a significant portion of properties is sold, a gain or loss is recorded and reflected in the statement of earings. 


Costs of acquiring unproved properties are initially excluded from the full cost pool and are assessed yearly to ascertain whether 
impairment has occurred. When proved reserves are assigned to the property or the property is considered to be impaired, the cost of 
the property or the amount of impairment is added to the full cost pool. Depletion of petroleum and natural gas properties and 
depreciation of production equipment are calculated using the unit-of-production method based upon estimated proved reserves, before 


royalties, as determined by an independent engineer. For purposes of the calculation, natural gas reserves and production are converted 
to equivalent volumes of petroleum based upon relative energy content. 


The Corporation annually applies a “ceiling test” to capitalized costs to ensure that such costs do not exceed the costs of unproven 
properties plus future net revenues from production of proved reserves at year end product prices less future administrative, financing 
and site restoration and income tax expenses. 


Substantially all of the Corporation's exploration and development activities are conducted jointly with others and, accordingly, the financial 
statements reflect only the Corporation's proportionate interest in such activities, 


(c) Cash and cash equivalents: 
Cash and cash equivalents are comprised of cash and all investments that are highly liquid in nature and generally have a maturity date of 
three months or less. 


(d) Future site restorations and abandonment costs: 
Site restoration and abandonment costs are provided for over the life of the estimated proven reserves on a unit-of-production basis. 
Costs are estimated each year by management in consultation with the Corporation's engineers based on current regulations, costs, 
technology and industry standards. The period charge is expensed and actual site restoration and abandonment expenditures are 
charged to the accumulated provision account as incurred. 
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2. Significant accounting policies (continued): 
(e) Future income taxes: 
The Corporation uses the liability method for calculating future income taxes. Temporary differences arising from the differences between 
the tax basis of an asset or liability and the carrying amount on the balance sheet are used to calculate future income tax assets or 
liabilities. Future income tax assets or liabilities are calculated using tax rates anticipated to apply in the periods that the temporary 
differences are expected to reverse, 


(f) | Flow-through shares: 
The resource expenditure deductions for income tax purposes related to exploratory and development activities funded by flow-through 
share arrangements are renounced to investors in accordance with tax legislation. Future tax liabilities and share capital are adjusted by 
the estimated cost of the renounced tax deductions when the shares are issued. 


(g) Stock-based compensation plans: 
The Corporation has a stock option plan which is described in note 5. No compensation expense is recognized for this plan when the 
options are issued. Any consideration received on exercise of the stock options is credited to share capital. 


(h) Per share amounts: 
Basic per share amounts are calculated using the weighted average number of Class A and Class B common shares outstanding during 
the year. Diluted per share amounts are calculated based on the treasury stock method. The weighted average number of shares is 
adjusted for the dilutive effect of options and Class B shares. The dilutive effect of options uses proceeds received on exercise of options 
to purchase Class A shares at the average price during the period. The weighted average number of shares outstanding is then adjusted 
by the net change. In addition, Class B shares are converted using the current market value for the Class A shares at the end of the 
period and then adding this amount to the weighted average number of shares outstanding. 


(i) Measurement uncertainty: 
The amounts recorded for depletion, depreciation and amortization of petroleum and natural gas properties and equipment and the 
provision for future site restoration and abandonment costs are based on estimates. The ceiling test is based on estimates of proved 
reserves, production rates, oil and gas prices, future costs and other relevant assumptions. By their nature, these estimates are subject to 
measurement uncertainty and the effect on the financial statements of changes in such estimates in future periods could be significant. 


3. Capital assets: 
2001 


Petroleum and natural gas properties 


2000 
Petroleum and natural gas properties 


During 2001, the Corporation capitalized $391,400 (2000 — $nil) in overhead-related costs to petroleum and natural gas properties. 
Costs associated with unproven properties excluded from costs subject to depletion for 2001 totaled $3,600,000 (2000 — $nil). 


As at December 31, 2001, the estimated future site restoration costs to be accrued over the life of the remaining proved reserves are $476,000. 
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4. Bank debt: 
The Corporation has a $3,500,000 revolving operating demand loan, a $5,000,000 non-revolving acquisition/development demand loan, 
and a $500,000 treasury risk line. These facilities are with a Canadian chartered bank and all interest is at bank prime rate plus 
1/2-3/4 percent. The non-revolving loan requires monthly principle repayments over the half-life of the petroleum reserves being financed and 
the treasury risk line requires settlement with contract maturities with a maximum term of 24 months. The credit facilities are repayable on 
demand and are secured by a first fixed and floating charge debenture in the minimum face amount of $20,000,000. As at December 31, 
2001, these facilities have not been drawn upon. 


5. Share capital: 
(a) Authorized: 
Unlimited number of preferred shares, 


Unlimited number of voting Class A shares. 


Unlimited number of voting Class B shares, convertible (at the option of the Corporation) at any time after December 31, 2003 and 
before December 31, 2005, into Class A shares. The fraction is calculated by dividing $10 by the greater of $1 and the then current 
market price of Class A shares. If conversion has not occurred by the close of business on December 31, 2005, the Class B shares 
b 


ecome convertible (at the option of the shareholder) into Class A shares on the same basis, Effective February 1, 2006, all remaining 


Class B shares will automatically be converted to Class A shares. 


(b) Issued and outstanding: 


Class A shares: 
For cash as initial private capital 
For cash on private placement 
For cash pursuant to public offering 
Share issue costs 
Tax effect of the share issue costs 
Balance, December 31, 2000 
For cash on private placement 
For cash pursuant to flow-through share offering 
Tax effect of flow-through shares 
Share issue costs 
Tax effect of the share issue costs 
Balance, December 31, 2001 


Class B shares: 
For cash pursuant to public offering 
Tax effect of flow-through shares 
Balance, December 31, 2001 and 2000 
Total share capital on December 31, 2001 
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5. Share capital (continued): 
(c) Share Option Plan: 
The Corporation has a stock option plan in which the Corporation may grant options to its employees for up to 876,134 shares of Class 
A shares of which 789,467 were granted in 2001. Under this plan, the exercise price of each option equals the market price of the 
Corporation’s stock on the date of grant and an option has a term of 5 years and vests 1/3 per year over 3 years. 


Number of Options 
739,120 
5,347 
25,000 
20,000 
789,467 


At December 31, 2001, the 789,467 options outstanding have a weighted average remaining contractual life of 4.1 years. 


(d) Shares in escrow: 
Of the shares issued to date, 3,000,000 Class A shares are held in escrow. These shares will continue to be released from escrow at a 
rate of 600,000 shares on every sixth month anniversary from February 2002. These shares may not be released from escrow and 
traded without the written consent of the appropriate regulatory authorities. 


(e) Per share amounts: 
Per share amounts have been calculated on the weighted average number of shares outstanding. The weighted average shares 
outstanding for the year ended December 31, 2001 was 7,/15,681 (2000 — 913,826). 


In computing diluted per share amounts, 3,244,295 (2000 — nil) shares were added to the weighted average number of Class A shares 
outstanding during the year ended December 31, 2001 for the dilutive effect of employee stock options and Class B shares. 


6. Income taxes: 
The provision for income taxes differs from the amount obtained by applying the combined Federal and Provincial income tax rate of 2001 — 
42.6 percent (2000 — 44.6 percent) to income before income taxes. The difference relates to the following items: 


2000 

Statutory tax rate 44.6% 
Computed “expected” income tax expense (recovery) Smee (22,055) 
Non-deductible crown charges and other expenses = 
Resource allowance = 
Alberta Royalty Tax Credit = 
Change in enacted tax rates re 
Other 701 
$ 21,354 
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Income taxes (continued): 
The components of the net future income tax liability at December 31, 2001 is as follows: 


$ 2,893,149 
(310,665) 
$ 2,582,484 


Capital assets 


Share issue costs 


Future income tax liability 


Commitments: 

(a) Pursuant to the flow-through share offering which closed on December 19, 2001, the Corporation issued 1,066,067 Class A common 
shares for gross proceeds of $4,000,001. The Corporation renounced $4,000,001 to Class A shareholders, effective December 31, 2001. 
The Corporation has until December 31, 2002 to expend funds on qualified expenditures equal to these renouncements. 


(bo) Future minimum lease payments relating to operating lease commitments on the building are: 


2002 $ 116,029 
2003 116,379 
2004 and thereafter 37,406 

$7153,815 


Financial instruments: 

(a) Foreign currency exchange risk: 
The Corporation is exposed to foreign currency fluctuations as crude oil and natural gas prices received are referenced to United States 
dollar denominated prices, 


(b) Credit risk: 
A substantial portion of the Corporation's accounts receivable are with customers and joint venture partners in the oil and gas industry 
and are subject to normal industry credit risks, Purchasers of the Corporation's natural gas, crude oil and natural gas liquids are subject 
to an internal credit review to minimize the risk of non-payment. 


(c) Fair value of financial instruments: 
The carrying amounts of financial instruments included on the balance sheet approximate their fair value due to their 
short-term maturity, 


Related party transactions: 

The Corporation entered into an agreement in 2000 with a director whereby the Corporation earned an 80 percent working interest in a 
property, after the Corporation incurred $1.2 million of capital on that prospect. In consideration, that director retained a 2 percent gross 
overriding royalty and an 18 percent working interest. In 2001 the director has participated in the joint interest property and has been billed 
and paid in accordance with standard industry terms, 
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